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Notice to Readers
This Audit Risk Alert is intended to provide auditors of financial
statements of real estate organizations with an overview of recent
economic, technical, and professional developments that may af-
fect the audits they perform. 
This publication is an Other Auditing Publication as defined in
AU section 150A, Generally Accepted Auditing Standards (AICPA,
Professional Standards, vol. 1). Other Auditing Publications have
no authoritative status; however, they may help the auditor un-
derstand and apply Statement on Auditing Standards.
If an auditor applies the auditing guidance included in an Other
Auditing Publication, he or she should be satisfied that, in his or
her judgment, it is both appropriate and relevant to the circum-
stances of his or her audit. The auditing guidance in this docu-
ment has been reviewed by the AICPA Audit and Attest
Standards staff and published by the AICPA and is presumed to
be appropriate. This document has not been approved, disap-
proved, or otherwise acted on by a senior technical committee of
the AICPA.
Amy M. Eubanks, CPA
Technical Manager
Accounting and Auditing Publications
Copyright © 2007 by 
American Institute of Certified Public Accountants, Inc. 
New York, NY 10036-8775
All rights reserved. For information about the procedure for requesting permission
to make copies of any part of this work, please visit www.copyright.com or call
(978) 750-8400.
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1Real Estate Industry 
Developments—2006/07
How This Alert Helps You
This Audit Risk Alert helps you plan and perform your real estate
industry audits. The information delivered by this Alert assists
you in achieving a more comprehensive understanding of the
business, economic, and regulatory environment in which your
clients operate. This Alert is an important tool in helping you
identify the significant risks that may result in the material mis-
statement of your client’s financial statements. Moreover, this
Alert delivers information about emerging practice issues and in-
formation about current accounting, auditing, and regulatory 
developments.
If you understand what is happening in the real estate industry
and you can interpret and add value to that information, you will
be able to offer valuable service and advice to your clients. This
Alert assists you in making considerable strides in gaining and
understanding that industry information.
This Alert is intended to be used in conjunction with the AICPA
general Audit Risk Alert—2006/07 (product no. 022337kk). This
Alert can be obtained by calling the AICPA at (888) 777-7077 or
going online to www.cpa2biz.com. You should refer to the full
text of accounting and auditing pronouncements as well as the
full text of any rules or publications that are discussed in this
Alert.
References to Professional Standards. When referring to the pro-
fessional standards, this Alert cites the applicable sections as cod-
ified in the AICPA Professional Standards and not the numbered
statements, as appropriate. For example, Statement on Auditing
Standards (SAS) No. 54, Illegal Acts by Clients, is referred to as
AU section 317 of the AICPA Professional Standards.
ARA-Real Estate-Pages.qxd  1/10/2007  8:28 AM  Page 1
Economic and Industry Developments
AU section 311A, Planning and Supervision (AICPA, Professional
Standards, vol. 1; and for audits conducted in accordance with
Public Company Accounting Oversight Board [PCAOB] stan-
dards: AICPA, PCAOB Standards and Related Rules), provides
guidance for auditors regarding the specific procedures that
should be considered in planning an audit. AU section 311A
states that the auditor should obtain a knowledge of matters that
relate to the nature of the entity’s business, its organization, and
its operating characteristics. The auditor should also consider
matters affecting the industry in which the entity operates, in-
cluding, among other matters, economic conditions as they relate
to the specific audit.
Presented in this Alert are current business, economic, regulatory,
accounting, and auditing matters that may affect your clients.
Reading about these matters and properly addressing them as
necessary will help you gain a better understanding of your
client’s environment, will help you better assess risks of material
misstatement of the financial statements, and will ultimately
strengthen the integrity of your audits.
The State of the Economy
In planning audits, auditors need to understand the economic
conditions facing the industry in which the client operates. Eco-
nomic activities relating to factors such as interest rates, con-
sumer confidence, overall economic expansion or contraction,
inflation, and labor market conditions are likely to have an im-
pact on the company’s financial statements being audited. 
A number of factors that could upset economic growth, possibly
affecting your client’s operations and therefore possibly affecting
audit risk, include:
• Rising interest rates during most of the year
• Unstable oil prices
• Dangerously high and rising consumer debt levels
2
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3• Inflation concerns
• A softening housing boom in some markets
The U.S. real gross domestic product (GDP), which is the broad-
est measure of economic activity, increased at an annual rate of
5.6 percent during the first quarter of 2006 but slowed to a
growth rate of 2.6 percent in the second quarter and 2.0 percent
in the third quarter of 2006, according to the Bureau of Eco-
nomic Analysis. The deceleration in growth from the first to the
second quarter is due, among other factors, to downturns in per-
sonal consumption expenditures for durable goods, in equipment
and software, and in federal government spending; decelerations
in personal consumption expenditures for nondurable goods and
in exports; and a decrease in residential fixed investment. The
continued deceleration in growth into the third quarter is due,
among other factors, to an acceleration in imports; a larger de-
crease in residential fixed investment; and decelerations in private
inventory investment, personal consumption expenditures for
services, and state and local government spending that were
partly offset by upturns in equipment and software, personal con-
sumption expenditures for durable goods, and federal govern-
ment spending.
The unemployment rate has remained relatively unchanged dur-
ing 2006 holding between 4.4 and 4.8 percent, down from rates
experienced in the prior year and the lowest since 2001. As of
November 2006, the unemployment rate was 4.5 percent.
After a period of rising rates, the Federal Reserve Board kept its
target for the federal funds rate at 5.25 percent during its last four
meetings (August through December 2006). The Federal Reserve
stated, “Economic growth has slowed over the course of the year,
partly reflecting a substantial cooling of the housing market. Al-
though recent indicators have been mixed, the economy seems
likely to expand at a moderate pace on balance over coming quar-
ters.” The Federal Reserve cautioned that “Readings on core in-
flation have been elevated and the high level of resource
utilization has the potential to sustain inflation pressures. How-
ever, inflation pressures seem likely to moderate over time, 
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reflecting reduced impetus from energy prices, contained infla-
tion expectations, and the cumulative effects of monetary policy
actions and other factors restraining aggregate demand.”
Economic Impact of Hurricanes Katrina and Rita
It has been over a year since Hurricanes Katrina and Rita hit the
Gulf Coast region causing catastrophic damage. The natural dis-
aster disrupted the nation’s economic growth and destroyed
housing, commercial, and public property. A year later, the
United States has experienced a mild hurricane season and the
Gulf Coast region continues to rebuild and real estate markets
recover from the short-term economic disruption caused by the
hurricanes.
General Industry Trends and Conditions
As of the writing of this Alert, several of the real estate segments
(office, industrial, multifamily, and hospitality) have been show-
ing positive signs of growth, such as lower vacancy rates and ris-
ing rents. However, the retail market is lagging behind other
commercial real estate sectors, and the housing market is slowing.
The office market continues to recover with falling vacancy rates,
strong absorption, modest construction, and some spikes in
rental rates. The industrial sector is moving from a recovery phase
into an expansionary phase, as global trade increases and with it,
the need for space. The hospitality market continues to rebound
to pre-September 11, 2001, levels with strong occupancy and in-
creasing room rates. The retail market is experiencing weakening
absorption and disconcerting vacancy rates due to higher interest
rates, fluctuating oil prices, and a slowing housing market. The
housing market’s five years of growth is slowing and the multi-
family market is improving as potential homebuyers stay in
rentals as a result of the slowing housing market. In addition, real
estate investment trusts (REITs) have continued to outperform
the Standard & Poor’s 500 and the Dow Jones Industrial for the
seventh consecutive year. 
4
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5Industry Segment Conditions 
Office Market Conditions
The office market continues to recover from its downturn in the
early 2000s. Vacancy rates are falling, absorption is strong, con-
struction is modest, and rental rates are rising in some markets.
According to the commercial real estate services firm, Grubb &
Ellis Company (Grubb & Ellis), the U.S. office vacancy rate at
the end of the third quarter of 2006 was 13.9 percent, compared
to 14.1 percent in the prior quarter and 15.1 percent in the year-
ago quarter. Although vacancy rates still remain above the gener-
ally accepted equilibrium rate of 10.0 to 12.0 percent, the rates
continue to decline from the 17.9 percent high in the first quar-
ter of 2004.
During the year, several markets experienced declining vacancy
rates including Denver, San Antonio, San Francisco, and Miami,
posting declines of 3 to 4 percentage points. A few markets expe-
rienced increasing vacancy rates, led by Westchester County, New
York, with a vacancy rate up to 16.7 percent. According to Grubb
& Ellis, the high vacancy rates in Westchester County are a result
of corporate downsizings in that market. 
The absorption rate (the rate at which rentable space is filled)
grew stronger as demand continued to outrun new supply during
2006. Tenant demand for space has been the strongest during
2006 in Chicago, Dallas-Fort Worth, and New York City. How-
ever, the suburban New York City markets of Westchester
County and Long Island have posted the largest negative absorp-
tion rates during the year. According to Grubb & Ellis, third-
quarter net absorption of 17.6 million square feet far outpaced
the 6.1 million square feet of new space delivered during the
quarter, which helped fuel the falling vacancy rate. Grubb & Ellis
cited five markets that absorbed at least 1.0 million square feet
during the third quarter of 2006. They include Dallas-Fort
Worth (absorption of 1.7 million square feet), Boston, Houston,
Los Angeles, and Denver. Seattle and Phoenix just missed the 1.0
million square foot threshold. 
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At the end of the third quarter of 2006, competitive office space
under construction crept higher to 65.2 million square feet, an
increase of 2 percent from the prior quarter and 26 percent from
the year-ago quarter. Despite the large year-over-year gain, space
under construction is barely over halfway back to its prior high of
125.0 million square feet experienced in the third quarter of
2000. 
Average asking rental rates continue to increase. According to
Grubb & Ellis, as of the third quarter of 2006, Class A space rates
increased 7.1 percent and class B space rates increased 5.5 percent
over the past four quarters. Class A rates for available space ended
the third quarter of 2006 at $31.36 and class B rates ended at
$24.19 per square foot per year, full service gross. Several markets
posted double-digit increases in Class A asking rates during the
third quarter, led by San Mateo (19.1 percent) and San Francisco
(16.7 percent). Seven of the top ten rent gainers were in Califor-
nia, with Manhattan, Phoenix, and Austin also included in this
elite group. Rental rates remained relatively flat in a number of
other markets during the year including Atlanta, Northern and
Central New Jersey, Cleveland, Detroit, and Westchester County. 
While the office market continues in a state of recovery, slower
year-to-date recovery can be linked to the softening housing mar-
ket and rises in the federal funds rate from mid-2004 through
mid-2006. Despite the slowdown, many experts believe the im-
pact of the softening housing market will only be modest and not
significant enough to derail the recovery of the office market.
Industrial Market Conditions
The industrial market continues to show positive results moving
from a recovery phase in 2005 to an expansionary phase in 2006.
Global trade and an increase in imports continue to create the
need for space. U.S. vacancy rates continue to decrease. The U.S.
vacancy rate at the end of the third quarter of 2006 was 7.7 per-
cent, the lowest level since the third quarter of 2001. This is
down from the second quarter rate of 7.9 percent. Grubb & Ellis
noted the decreasing vacancy rate is significant in three respects:
(1) the economic pullback of the last few months has had little
6
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7impact on demand for space, at least so far; (2) developers are
being prudent in adding new space; and (3) the quarterly drop of
20 basis points breaks a string of three consecutive quarters when
vacancy fell by 10 basis points, suggesting that the market has the
potential for further tightening.
Markets experiencing the lowest vacancy rates include Calgary,
driven by a boom in oil and other commodities, and Los Angeles
and the Inland Empire area of Southern California, due to port-
related demand and limited land availability. The highest vacancy
rates are occurring in Raleigh-Durham and Atlanta. Raleigh-
Durham is still recovering from the technology bust several years
ago. 
Much like the office sector, demand is outpacing new supply. Ab-
sorption of 52.4 million square feet during the third quarter of
2006 set a new high in the current expansion cycle, just above the
52.3 million square feet absorbed in the third quarter of 2005.
New supply added to the market of 26.5 million square feet was
barely half the total square feet absorbed. According to Grubb &
Ellis, the amount of space under construction at the end of the
third quarter pulled back very slightly following nine consecutive
quarterly increases, which indicates good news for the market as
it represents a hint of restraint on the part of lenders and devel-
opers responding to the economic slowdown of the last few
months. 
After the average asking rent for warehouse-distribution space
rose during the first half of 2006, the rate fell 8 cents in the third
quarter to $4.45 per square foot per year net-net-net (NNN).
This rate is still 1.9 percent above the year-ago level. 
In regards to the factors contributing to the declining rent rate,
Grubb & Ellis noted: 
• Certain markets and submarkets have seen a lot of new
construction; and landlords have made some adjustments
in their asking rents, even though demand has been strong.
• The average size of warehouse construction projects has
grown dramatically from 119,350 square feet in 2002 to
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215,821 square feet in 2006. Larger buildings tend to
command lower rental rates per square foot.
• Warehouse-distribution projects are increasingly being
built in the hinterlands where land is cheap, allowing land-
lords to be competitive with rents. This new construction
is putting a lid on the average rental rate, though individ-
ual projects are penciling out and earning competitive re-
turns for their owners.
Experts believe the industrial market will meet optimistic fore-
casts set at the beginning of 2006 and that the long-term forecast
is bright, especially as the U.S. appetite for trade grows. 
Retail Market Conditions 
Retail market performance is lagging behind the other commer-
cial real estate sectors. Higher interest rates, fluctuating oil prices,
and an unsteady housing market are affecting consumer confi-
dence and thus affecting the retail market. During the first two
quarters of 2006, absorption showed signs of weakness. The Wall
Street Journal reported that tenants absorbed 4.9 million square
feet during the second quarter of 2006, compared with only 3.3
million during the first quarter. Both figures are well below the
two-year average of approximately 7.0 million square feet per
quarter. 
Availability in the retail market continues to increase. Vacancy
rates were 7.6 percent in the first quarter and 8.5 percent in the
second quarter of 2006. Although these rates are well below the
double digit rates seen in 2002, some experts believe they are still
a cause for concern. 
According to Colliers International, a global partnership of inde-
pendently owned commercial real estate firms, rents continue to
increase at a 3 to 4 percent annual rate, similar to that recorded a
year ago. Three retail categories identified for their growth poten-
tial include value-oriented/discount, upscale, and ethnically tar-
geted stores. Changes in economic factors, such as interest rates,
high oil prices, the job market, disposable income, consumer
8
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9confidence, and the housing market will greatly influence the re-
tail sector’s performance over the remainder of the year.
Residential Market Conditions
Housing. After five years of record sales and growth, the housing
market is slowing. It remains to be seen how bad the market will
actually become and when it will hit bottom. So far the down-
turn resembles a correction more than a crash on a national level,
slowing economic growth rather than sending it into a recession. 
The sellers market is transitioning into a buyers market. Falling
demand and increases in supply cause house prices to decline. Ac-
cording to the National Association of Realtors (NAR), there
were 3.9 million existing homes on the market in August 2006,
up 38.0 percent from a year earlier. This represented a 7.5-month
supply of existing homes; the highest supply level estimated by
NAR since April 1993. By the end of October 2006, there was
inventory of 3.85 million existing homes, representing a 7.4-
month supply with the current pace of sales. Meanwhile, the in-
ventory of new homes on the market climbed in October 2006 to
558,000 homes, a 7-month supply. One year ago, inventory lev-
els of new homes were only at a 4.5-month supply.
According to NAR, total existing home sales decreased during
September 2006 to a seasonally adjusted annual rate of 6.21 mil-
lion, but rose 0.5 percent in October 2006 to a seasonally ad-
justed annual rate of 6.24 million units. This is still well below
the 7.05 million-unit pace experienced in October 2005. Octo-
ber 2006 existing home sales were down in all regions compared
to October 2005 by 8.8 to 18.9 percent. Likewise, new home
sales also fell in October 2006. Sales of single-family homes de-
creased in October 2006 to a seasonally adjusted annual rate of
1.004 million, down 25.4 percent from the prior year. 
A survey from the U.S. Census Bureau showed that 35 percent of
American homeowners with mortgages in 2005 spent 30 percent
or more of their household income on housing costs, including
loan payments, real estate taxes, insurance, and utilities. This
compared to only 30 percent of American homeowners with
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mortgages in a 2003 study. Such strain on household income
contributes to slow or decreasing house prices. During most of
the first half of 2006, mortgage rates were on the rise. However,
as of the week ended December 7, 2006, the 30-year fixed mort-
gage rate dropped to 6.11 percent, the lowest rate since the week
of January 19, 2006. Despite decreases in mortgage rates for the
latter part of the year, housing activity continues to slow. 
House prices have begun to adjust in some markets and will likely
continue due to the buildup of inventory and decrease in demand
discussed previously. According to NAR, the national median ex-
isting home price for all housing types was $221,000 in October
2006, down 3.5 percent from the year earlier when the median
price spiked to $229,000. The median price for existing home
sales in October 2006 is down from a year ago by 7.0 percent in
the South, 1.2 percent in the Midwest, 0.6 percent in the West,
and 5.2 percent in the Northeast. However, despite rising inven-
tory levels of new homes, the median price of new homes actually
increased in October 2006 to $248,500, up nearly 14 percent
from September 2006. Some experts believe builders are able to
continue to sell new homes at a higher price due to other incen-
tives being offered such as upgrades in amenities and paying por-
tions of closing costs. 
NAR projects new home sales will continue to decline in 2007,
but that existing home sales will rise gradually in 2007 from cur-
rent levels with overall annual totals comparable to 2006. NAR
also predicts the median existing and new home prices will in-
crease only marginally in 2007. Moody’s Economy.com, a leading
independent provider of economic, financial, country, and indus-
try research, projects that the median sales price for an existing
home will decline in 2007 by 3.6 percent. Other sources predict
median house prices will decline by more than 10.0 percent over
the next few years in 20 metropolitan (metro) areas. Some predict
prices may keep falling into the year 2009. Markets that have ap-
preciated most rapidly over the past five years are now showing
the fastest decline in appreciation rates. Metro areas that did not
begin appreciating until later in the housing boom are still expe-
riencing appreciation, an indication the market correction may
10
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take some time to run its course. Experts seem to agree the areas
most prone to decline are in California and Florida. 
Multifamily. The multifamily market continues to experience
improving fundamentals as vacancy rates decline and rents rise.
During 2006, the multifamily market benefited from the slowing
housing market. Rising mortgage rates during the early part of
2006 made rentals more attractive than buying a home, leaving
potential homebuyers in rentals. During the first quarter of 2006,
apartment rents rose at the fastest pace in five years. According to
the National Multi-Family Housing Counsel, the average
monthly apartment rent was $952, up 5.0 percent from the prior
year quarter. This was the fastest pace since rents rose 8.3 percent
during the first quarter of 2001. NAR estimates that average rent
will increase to 4.8 percent during the fourth quarter of 2006
compared to 2.9 percent during the same quarter of 2005.
The multifamily market has also experienced declining vacancy
rates. Vacancy rates declined 11 consecutive quarters to 5.4 per-
cent at the end of the third quarter of 2006. Several metro mar-
kets have experienced sub-2.5 percent vacancy rates during the
year including Albuquerque, Los Angeles, Las Vegas, Orlando,
Norfolk, Northern New Jersey, San Francisco, San Jose, and
Washington. Multifamily net absorption is expected to be
262,800 units in 59 of the tracked metro areas during 2006,
compared to 351,000 units in 2005. 
In past years, declining vacancy rates and rising rents were due, in
large part, to condominium conversions. Developers were con-
verting apartments into condominiums at a frenzied pace and de-
creasing rental supply. However, condominium conversion
activity has declined notably during 2006 due to slowing condo-
minium sales. Some properties originally purchased for conver-
sion are actually reverting back into multifamily rentals. The
potential return of unsold condominium units to the rental mar-
ketplace, coupled with significant new additions to the existing
apartment stock may present a risk of eventual oversupply to the
multifamily sector and curtail rent increases.
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Hospitality Market Conditions
According to Lodging Econometrics (LE), the industry authority
for hotel real estate, all but eight markets fully recovered in 2005
to pre-September 11, 2001, operating levels. LE concluded that
five more markets are expected to fully recover by the end of
2006 (Chicago, Dallas, Denver, Atlanta, and Nashville), and the
remaining three should recover in 2007 (Boston, Detroit, and
San Francisco). 
The market continued to experience strong occupancy and
record gains in room rates during the first half of 2006. During
the first half of 2006, overall occupancy was 63.5 percent, a 2.1
percent increase from the same period in 2005. The West South
Central region of the United States experienced the highest gain
in occupancy (6.7 percent increase) during this same period, as
compared to the prior year. This region, which includes Texas,
Oklahoma, Louisiana, and Arkansas, experienced increases due
to the influx of evacuees and relief workers resulting from Hurri-
cane Katrina. NAR forecasts occupancy rates will average 68.4
percent in 2006, the highest since 2001. 
Revenue per available room (RevPAR) increased 8.4 percent in
2005, according to PricewaterhouseCoopers’ (PwC’s) Hospitality
and Leisure Group. This represents the largest increase since
1984. During the first quarter of 2006, RevPAR increased 9.7
percent. The mid-scale-without-food-and-beverage segment led
the industry during this period, posting a RevPAR gain of 13.0
percent, followed by upscale segments with RevPAR increase of
11.3 and luxury segments with RevPAR increase of 11.2 percent.
RevPAR is estimated to increase by 8.4 percent in 2006, accord-
ing to PwC’s Hospitality and Leisure Group. 
Low supply growth and steady demand have also allowed in-
creases in the overall average daily rate (ADR). During the first
half of 2006, the overall ADR was $96.56, a 6.8 percent increase
from the same period in 2005, when overall ADR was $90.42.
The luxury segment posted the highest increases rising 7.2 per-
cent followed by the budget segment with a 7.0 percent increase.
12
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Supply growth, which has been slow over the past few years, is ex-
pected to increase. At the end of the second quarter of 2006, the
total construction pipeline was at 3,436 projects (463,629
rooms), according to LE. This is a new high for this cycle but is
still approximately 15.0 percent below the high set in 1998. LE
also believes supply will continue to rise and the construction
pipeline peak of 1998 could be exceeded in 2007 if rising interest
rates do not curtail development. Increases in supply could
weaken occupancy levels; however, many experts believe demand
will remain ahead of supply resulting in continued growth. 
The hospitality market continues to benefit from the growing
global economy, which has increased consumer and business
travel. However, as the housing market slows and oil prices po-
tentially rise again, one must consider the effect on discretion-
ary spending and its impact on travel and thus the hospitality
market. 
Real Estate Investment Trusts 
For the seventh consecutive year, REITs have outperformed all
other stock groups and stock indexes. Year-to-date through No-
vember 30, 2006, the FTSE National Association of Real Estate
Investment Trust (NAREIT) All REIT Index1 climbed in excess
of 37.0 percent. REITs have been outperforming the stock mar-
ket since 2000, and during the technology crash, REITs rose
while the Dow lost percentage points. REIT performance, of
course, varies by real estate segment in response to how economic
changes are affecting each segment. Consistent with strong per-
formance in multifamily, office, and industrial real estate, these
REITs have posted high growth in year-to-date returns as well.
Even in the current market, REITs specializing in manufactured
homes have jumped 13.3 percent year-to-date through Novem-
ber 30, 2006.
1. The FTSE National Association of Real Estate Investment Trust (NAREIT) All
REIT Index includes all tax-qualified REITs listed on the New York Stock Ex-
change, American Stock Exchange, and NASDAQ National Market List. Effective
March 6, 2006, the FTSE Group assumed responsibility for the calculation and dis-
tribution of NAREIT’s domestic indexes, which were renamed the FTSE NAREIT
U.S. Real Estate Index Series.
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According to INVESCO, an institutional investment manager,
REIT performance accelerated during the third quarter of 2006
as a result of improving fundamentals and falling long-term in-
terest rates. INVESCO projects that moderate economic growth
with below-average construction levels should allow REIT earn-
ings to grow at a favorable pace in the near future. 
REITs, which were originally viewed as just a fixed-income vehi-
cle, are now being recognized for their capital appreciation bene-
fits. Many investors also continue to use REITs as an investment
diversification strategy, and the pace of institutional investments
in REITs continues to be strong. In an INVESCO third quarter
2006 report, the investment management firm explained that
forces similar to those that led to the acceptance of REITs within
the United States are now driving the evolution of securitized real
estate markets across the globe. On a global basis, the securitized
real estate market has more than doubled in size versus 10 years
ago, with listed real estate assets now exceeding $1.0 trillion.
However, only six of the top ten countries around the globe, as
measured by the value of their real estate assets, have passed some
form of tax-efficient REIT legislation. With several large markets,
including Japan, having just permitted the formation of REITs in
the last five years, significant potential remains for the growth in
market capitalization of listed real estate as other countries like
Germany, the United Kingdom, Italy, and Spain finally introduce
REIT structures. INVESCO further explains that, assuming all
countries reach at least the same level of listed real estate as the
United States, the total combined value of real estate listed on
global stock exchanges could grow by more than 50.0 percent,
surpassing $1.6 trillion. Despite this large increase, the value of
listed real estate would still only represent 3.8 percent of the total
market capitalization of the global stock markets (up from 2.5
percent currently).
Another interesting development in the world of REITs is the re-
cent increase in privatizations. Globally, there have been an 
increasing number of public REITs acquired by private compa-
nies. According to Ernst & Young’s Autumn 2006 publication,
Global Real Estate Newsline, globally in 2005, there were eight 
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announced deals valued at $20.7 billion. There were nearly $18.0
billion announced deals in the first half of 2006. Some REITs
view privatization as a way to maximize shareholder value and
gain flexibility in long-term business planning or diversify into
new geographic markets. Some smaller cap REITs are also using
privatization as an exit strategy. Experts expect more REIT merg-
ers and acquisitions during the remainder of 2006.
Regulatory and Legislative Issues
Banks in Real Estate
For the past two centuries, the U.S. Congress has mandated the
separation of banking and commerce determining that real estate
brokerage and management was commerce rather than financial
in nature. The Gramm-Leach-Bliley Act of 1999 significantly
changed the way the financial services industry is organized and
how it functions, but Congress still maintained a separation of
banking and commerce. However the Gramm-Leach-Bliley Act
did authorize the Federal Reserve and the U.S. Department of
Treasury to periodically update a list of activities that federally
regulated financial holding companies and national bank sub-
sidiaries could legally engage.
Subsequently, on January 3, 2001, the Board of Governors of the
Federal Reserve and the U.S. Department of Treasury published a
joint proposal for public comment that would allow financial
holding companies and financial subsidiaries of national banks to
engage in real estate brokerage and management. Readers can ac-
cess the proposal at www.federalreserve.gov/boarddocs/press/
boardacts/2000/20001227/attachment.pdf. Since then, the real
estate industry has managed to hold off banks. Each year since
2001, a law or resolution has passed (generally attached to an ap-
propriations bill) to delay or bar implementation of the proposed
regulations. 
Meanwhile, the Community Choice in Real Estate Act, which
would prohibit national banking conglomerates from engaging in
real estate brokerage or property management and removes the
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powers of the Federal Reserve and the Treasury Department to
regulate these real estate activities, is pending in both the House
of Representatives and the Senate. Despite a broad bi-partisan
base of support, the bill remains pending in committee. 
On June 14, 2006 the House of Representatives (again) approved
a one-year prohibition in the Transportation-Treasury-Housing
and Urban Development Appropriation bill prohibiting the Fed-
eral Reserve and Treasury Department from finalizing the rule al-
lowing bank conglomerates to engage in real estate brokerage. On
July 20, 2006, the Senate Appropriations Committee (again) ap-
proved a permanent prohibition as part of their Transportation-
Treasury-Housing and Urban Development Appropriation bill.
The House and Senate will come together and negotiate the dif-
ferences in the two appropriations bills (one-year prohibition ver-
sus permanent provisions). NAR has commented that it expects
this to occur later this year.
The real estate community, of course, strongly supports the
Community Choice in Real Estate Act and seeks a permanent
prohibition to keep banks out of real estate. NAR has com-
mented that allowing banks in real estate would cause an unfair
competitive environment for real estate management firms not
affiliated with banks and lead to conflicts of interest, fewer com-
petitive loans, and higher rates to consumers among other things.
Auditors should remain alert to the status of this issue as it could
increase competition in the real estate industry and potentially af-
fect the financial performance of your clients.
Commercial Real Estate Lending Under Increased Scrutiny
Real estate lending has come under increased scrutiny from fed-
eral regulators lately, prompting concern that changes in policy
could adversely affect the real estate market. The Federal Bank
and Thrift Agencies have become concerned over high and in-
creasing concentrations of commercial real estate (CRE) loans
some financial institutions (institutions) are holding and the po-
tential for these concentrations to make institutions more vulner-
able to cyclical CRE markets. According to the FDIC, CRE debt
has grown to $2.3 trillion in 2006, compared to $952.0 billion in
16
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the late 1980s, with increased growth in just the last two years.
Comptroller of the Currency, John C. Dugan, noted in a No-
vember 5, 2006, news article posted in the Chicago Tribune, that
35 percent of the banks it oversees hold CRE loans exceeding 300
percent of capital. Many of those are smaller institutions. Regula-
tors perceive banks have relaxed their underwriting standards ex-
cessively to attract CRE business in the current competitive
market. Federal Reserve Board Governor, Susan Bies, noted that
aggregate CRE concentrations for small-to-medium sized U.S.
banks, relative to capital, are twice the exposures before the sub-
stantial real estate downturn in the late 1980s. However, many
people in the real estate community believe that similar guidance
issued by financial institution regulators in the 1980s contributed
to the real estate credit crunch of the early 1990s. 
CRE loan repayment is primarily dependent upon rental income
or from proceeds of the sale, refinancing, or permanent financing
of the property, thus exposing the financial institutions to unan-
ticipated earnings and capital volatility if the CRE market were to
experience a downturn. In response, the four agencies charged
with regulating the banking industry—the Federal Reserve
Board, the Federal Deposit Insurance Corporation (FDIC), the
Office of the Comptroller of the Currency (OCC), and the Of-
fice of Thrift Supervision (OTS)—proposed guidance regarding
concentrations in CRE lending. Concentrations in Commercial
Real Estate Lending, Sound Risk Management Practices, issued on
January 10, 2006, proposed criteria for identifying institutions
with CRE concentrations that may warrant greater supervisory
scrutiny. The guidance focused on CRE loans that are particu-
larly vulnerable to cyclical CRE markets that it defined as those
in which the source of repayment primarily dependent upon
rental income or from proceeds of the sale, refinancing, or per-
manent financing of the property. This included loans to REITs
and unsecured loans to developers that closely correlate to the in-
herent risk in CRE markets. 
The proposed guidance provided that if an institution has loans
for construction, land development, and other land (as defined in
the guidance) in excess of 100 percent of capital or total CRE
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loans in excess of 300 percent of capital, the institution should
have heightened risk management practices and capital levels
higher than the regulatory minimums and levels that are appro-
priate based upon the risk in its CRE loan portfolios. 
The Real Estate Roundtable, an organization of executives from
the nation’s top public and privately held real estate ownership,
development, lending, and management firms, has a working
group of its Real Estate Capital Policy Advisory Committee
(RECPAC) who reviewed and commented on the proposed lend-
ing guidance. In addition to the real estate industry, the proposed
guidance prompted much debate and comment from financial
institutions. Comptroller Dugan stated, in an April 2006 press
release, “Our message is not, ‘Cut back on commercial real estate
loans.’” However, there is concern for the real estate industry on
how the guidance could affect CRE lending practices. A contrac-
tion of available bank credit for CRE could lead to higher bor-
rowing costs for the credit that is available and potentially lead to
a decline in property values. 
After an extended comment period, the OCC, Federal Reserve
Board, and FDIC issued final guidance on December 6, 2006.
The issuing agencies noted in the final guidance (of the same title
as the proposed guidance) that they made significant changes to
the proposed guidance to clarify the purpose and scope of the
guidance. In a joint press release the day of issuance, the agencies
noted the guidance is intended to help ensure that institutions,
pursuing a significant commercial real estate lending strategy, re-
main healthy and profitable while continuing to serve the credit
needs of their communities. The final guidance reminds institu-
tions that strong risk management practices and appropriate lev-
els of capital are important elements of a sound lending program
and builds upon existing regulations to emphasize risk manage-
ment practices that allow an institution to pursue CRE lending
in a safe manner. 
One of the real estate industry’s primary concerns was that the
proposed concentration thresholds, discussed previously, would
be enacted as limits or perceived to be de facto limits on an insti-
tution’s CRE lending activity. This was also an expressed concern
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in many financial institutions’ comments. The final guidance still
contains the proposed concentration thresholds, but stresses the
levels are included as part of the agencies’ supervisory oversight
criteria. The concentration thresholds are to be used by examiners
as a starting point for identifying potential CRE concentrations
and are not established limits on CRE lending. 
This guidance is effective immediately upon publication in the
Federal Register and can be accessed at www.fdic.gov/news/news/
press/2006/pr06114.html. Auditors should remain alert to how
financial institutions perceive and respond to this guidance and
how examiners apply the guidance, as it could potentially dis-
courage some institutions from becoming involved in or continu-
ing to participate in increased levels of CRE lending. This could
affect the availability and cost of borrowing for your clients, di-
rectly affecting their operations and financial performance.
Audit and Accounting Issues and Developments
Assessing Audit Risks in the Current Environment
The proper planning and execution of an audit has always re-
quired you to have a thorough understanding of the real estate in-
dustry and the nature of your client’s business. For most audit
firms, this in-depth understanding means that the most experi-
enced partners and managers will be involved early and often in
the audit process. In today’s environment, an auditor’s judgment,
knowledge, and experience are even more important than in the
past.
As discussed earlier in the “Economic and Industry Develop-
ments” section, the current state of the economy is uncertain.
GDP third quarter expansion was only 2.0 percent, and after a
period of rising interest rates, the federal funds rate has remained
steady; however, there are concerns of inflationary pressures. The
majority of real estate markets are experiencing solid performance
in fundamentals with the exception of retail and housing. It is
uncertain how the U.S. economy will perform and how the slow-
ing housing market may affect other real estate markets and the
economy as a whole. 
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Periods of economic uncertainty often lead to challenging condi-
tions for companies due to potential deterioration of operating
results, increased external scrutiny, and reduced access to capital.
During such times, an auditor should ensure audit planning re-
flects the risks present in the current environment and exercise
heightened professional skepticism during the audit. Both of
these aspects are discussed in the following sections. 
Professional Skepticism
The third general audit standard stipulates that due professional
care be exercised in planning and performing an audit engage-
ment (AICPA, Professional Standards, vol. 1, AU section 230A).
Due professional care requires that you exercise professional skep-
ticism in gathering and evaluating audit evidence. Although you
neither assume that management is dishonest nor assume un-
questioned honesty, you should consider the increased risk associ-
ated with the potential increases in external pressure faced by
management during times of economic uncertainty.
As a result of perceived external pressures, companies may be
tempted to manage earnings by using nonrecurring transactions
or through changes in the method of calculating key estimates,
such as reserves, fair values, or impairments. Companies may also
adopt inappropriate accounting practices resulting in improper
recognition or omission of financial transactions. Material nonre-
curring transactions may require special disclosure to facilitate
the readers’ understanding of the reported financial results; and
the guidance in Financial Accounting Standards Board Statement
of Financial Accounting Standards (FASB Statement) No. 154,
Accounting Changes and Error Corrections—a replacement of APB
Opinion No. 20 and FASB Statement No. 3, should be applied in
reporting the effects of changes in estimates. Inappropriate trans-
actions or accounting practices that may result in errors requiring
adjustments of financial statements might include premature
recognition of revenue, failure to appropriately accrue for contin-
gent liabilities that are probable and estimable, and failure to
record unpaid purchase invoices. Additionally, you should be par-
ticularly skeptical of fourth-quarter events that result in signifi-
cant revenue recognition, loss accrual, or noncash earnings.
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The appropriate level of professional skepticism is needed when
corroborating management’s representations. Management’s ex-
planations should make business sense. Additionally, you may
need to consider corroborating management’s explanations with
members of the board of directors or audit committee.
Audit Planning
As you prepare to conduct quarterly reviews and annual audits
of real estate companies, consider that your clients are operating
in an overall uncertain economy in which the housing market is
slowing. This situation may directly or indirectly affect both res-
idential and commercial real estate. You should gain an under-
standing of this environment to adequately plan and perform
the audit, keeping in mind each segment of the real estate mar-
ket may respond in differing ways to changes in the economy
and specifically the housing market. For example, the multifam-
ily market will often improve at the expense of the housing mar-
ket while other markets may suffer along with the housing
market. Many clients may experience effects related to shifts in
demand, collectibility of accounts receivable, or valuation of
their investments. 
In the “Regulatory and Legislative Issues” section, two ongoing
issues were presented that could potentially affect the real estate
industry in a great way. If either financial institutions were al-
lowed into real estate development and management, or financial
institutions significantly change their current real estate lending
practices, increased competition and decreased availability of fi-
nancing could occur, which may adversely affect your clients
both operationally and financially. It is important that auditors
keep abreast of current issues such as these to properly plan and
perform the audit including identifying new or changing audit
risks based upon each engagement’s unique characteristics.
Evaluating Audit Risks
Your evaluation of audit risk should start with a solid under-
standing of your client’s business. To develop this understanding,
you should be knowledgeable about the company’s strategies for
dealing with business conditions—both current conditions and
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those most likely to exist in the near future. In the real estate in-
dustry, business conditions vary greatly across property types and
geographic markets. The risks associated with the development
and management of office space are different from those faced by
a company involved in the residential housing market. Even the
risks associated with being in a strong performing office market
such as Dallas-Fort Worth are different from risks associated with
office market operations in Westchester County, New York,
where vacancy rates are very high. A warehouse facility in the
Northeast may face different issues than does a similar facility lo-
cated on the Pacific Coast, and a company operating in the hos-
pitality market in an region that has fully recovered from
September 11, 2001, will operate differently than one in a region
such as Boston or San Francisco still trying to recover to pre-Sep-
tember 11, 2001, levels. For this reason, you should be knowl-
edgeable about property types and the markets in which your
clients operate. 
Audit risk can be altered when a real estate company enters into
new property types or new geographic markets. You should be
aware that current economic conditions might force your real es-
tate clients to expand beyond their traditional sphere of opera-
tions. During audit planning, you should identify new property
types or geographic locations and carefully assess the risks associ-
ated with the client’s change in operating strategy.
In March 2006, the AICPA Auditing Standards Board (ASB) is-
sued eight Statements on Auditing Standards (SASs), No. 104
through No. 111, collectively referred to as the risk assessment
standards. The new standards will change many of the planning
and risk assessment procedures auditors perform during an audit.
Further discussion of the risk assessment standards is included in
the “Recent Auditing and Attestation Pronouncements and Re-
lated Guidance” section of this Alert. 
Auditing Estimates
The real estate industry uses estimates in a variety of ways. For ex-
ample, supplemental current values of real estate assets and the
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recognition and measurement of impairment losses both require
management to make estimates of future events or assumptions
about current conditions. 
When auditing estimates, you should be familiar with SAS No.
57, Auditing Accounting Estimates (AICPA, Professional Standards,
vol. 1, AU section 342), and Statement of Position (SOP) 94-6,
Disclosure of Certain Significant Risks and Uncertainties.
As previously discussed, certain segments of the real estate indus-
try are currently in decline. In these segments, management may
feel increasing pressure to produce positive financial results. Cer-
tain estimates, for example, expected future cash flows used in the
determination of possible asset impairment, require management
to make assumptions about future events and conditions. Be
skeptical of cash flow and other performance projections that as-
sume overly optimistic upward trends will occur.
Pay close attention to the underlying assumptions used by man-
agement when auditing accounting estimates. Management is re-
sponsible for making the estimates included in the financial
statements. Those estimates may be based in whole or in part on
subjective factors, such as judgment based on experience with
past as well as current events, and with conditions it expects to
exist. You should be alert to the possibility of management’s over-
reliance on economic information based on favorable conditions
to predict future outcomes. 
Transactions Involving Off-Balance-Sheet Arrangements,
Including Variable Interest Entities 
For a variety of legitimate business reasons, many real estate com-
panies create and use affiliated entities to facilitate, among other
things, leasing arrangements and joint ventures. These separate
entities are often created for asset protection and income and es-
tate tax planning purposes. Typically, these entities have multiple
owners and, very commonly, the entities are owned by related
parties. For example, real estate developers often form separate
legal entities to own property to be developed in order to isolate
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the developer’s other assets from the project to be developed in
the event the project was unsuccessful. In the past, reporting en-
tities have not been consolidating these affiliated entities into the
financial statements unless they had a “controlling interest” in the
entities, defined as more than 50 percent ownership of the voting
interests. Since many of the affiliated entities are not formed as
voting interest entities, the accounting literature did not require
entities to consolidate the affiliated entities. As a result, in many
circumstances, commonly controlled (and other related) entities
were not reflected in one set of financial statements. Essentially,
rather than reflecting assets, liabilities, revenues, and expenses
within the financial statements, the notes to financial statements
included a disclosure of transactions between and among the re-
lated entities.
New Principles for Consolidation
In January 2003, the FASB issued Interpretation No. (FIN) 46,
Consolidation of Variable Interest Entities—an interpretation of
ARB No. 51. Many variable interest entities had commonly
been referred to as special-purpose entities or off-balance-sheet
structures, but the guidance applies to a larger population of en-
tities (referred to as variable interest entities [VIEs]). In Decem-
ber 2003, the FASB issued a revision to FIN 46 (with the same
title) to clarify some of the provisions in the original document.
The revised document (FIN 46(R)) was issued in response to
input received from constituents regarding certain issues arising
in implementing the original FIN 46. FIN 46(R) requires an
analysis and consideration of consolidation in circumstances in
which “substantive control” is evidenced by attributes and fac-
tors other than direct equity ownership. FIN 46(R) expands the
definition of related parties, and requires the consolidation of
certain insufficiently capitalized entities that are connected to
the reporting entity through certain contractual or other inter-
ests. The interpretation incorporates a “principles-based” model
that is used in determining when entities need to be consoli-
dated. Examples of “connects” between and among reporting
entities that could trigger the consolidation provisions within
the new literature include:
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• Equity investments in the affiliated entity
• Guarantees of the value of assets or liabilities of the affili-
ated entity
• Contracts to purchase assets or equity from the affiliated
entity
• Contracts for services with the affiliated entity
• Synthetic lease agreements involving the affiliated entity
• Transfers or sales of assets to the affiliated entity
• Structures designed to house assets in the affiliated entity
• Providing administrative services for the affiliated entity
• Having loans to/from the affiliated entity
Essentially, FIN 46(R) contains the requirement that we “look
through” the form of transactions and arrangements and analyze
the substance of the “connects” between and among affiliated en-
tities. If there is an effort to structure a deal to circumvent the
spirit of this accounting guidance, then the odds are significant
that a variable interest in an affiliated entity exists and the entity
would be a VIE subject to consolidation. FIN 46(R) became ef-
fective for private companies in calendar year 2005.
Importance in Real Estate
FIN 46(R) already has had and will continue to have a significant
impact on accounting in the real estate industry. Real estate enti-
ties subject to VIE evaluation include: 
• Tax credit entities
• Homebuilders lot option contracts
• Traditional real estate joint ventures and partnerships
• Investors in those structures could also qualify as a “vari-
able interest” and be primary beneficiaries under FIN
46(R). This could include: 
— Equity investors
— Debt or loan providers
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— Developers
— Real estate management companies
— Leasing companies
— Others with options to acquire either shares in the enti-
ties or assets of the entity
Potential VIE Real Estate Structures
Typical of the structures that could qualify as VIEs are the tax
credit entities. These are affordable housing partnerships, or U.S
Department of Housing and Urban Development (HUD) struc-
tures, as well as historic development partnerships. The former
develops lower income housing and other projects; the latter is
involved in the restoration of historical sites. These attract in-
vestors because of the tax benefits they offer. Since rents are set by
formula, there is minimal profit or cash flow to the investor. So
the incentive is to secure tax credits against future tax liabilities.
There are also depreciation credits that can be realized, and those
become tax deductions. A lot of these structures are turning out
to be VIEs, because of the nonrefundable up-front fee paid by the
entity, or others involved with the entity, to the developer in-
vestor (often the general partner) for services which return their
initial capital investment.
Also turning out to be VIEs are legal structures that are estab-
lished for homebuilder lot options contracts. These enable
landowners to put their land into a separate entity and then find
buyers and builders. The buyer pays the owner a nonrefundable
deposit on the land and has the option of developing sections of
that property in future years. The option contract results in the
builder, who has the right to the land, becoming a variable inter-
est holder under FIN 46(R) and thus may have to consolidate.
A third group of entities being affected is joint ventures and part-
nerships. Such entities generally divide into three categories: 
1. Joint ventures that are set up to construct and sell proper-
ties. The participants usually include the developer, a
provider of capital such as a bank, and an investor with
sources of large development funds.
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2. Joint ventures that construct and keep developed proper-
ties. Joining the participants in these entities are property
managers as the partnership’s purpose is to build, lease, and
manage residential and commercial developments.
3. Joint ventures that invest in already constructed properties
with the intention to resell those properties. 
These structures often include a “buy-sell clause” that controls
the coming and going of investment partners in the venture or re-
strictions on the owner’s ability to sell or transfer interest in the
venture (known as a transfer restriction). This establishes a “re-
lated party concept” under FIN 46(R) and means that the entity
is likely to be a VIE and that one of the partners will be the con-
solidating primary beneficiary.
New Consolidation Guidance Adds Another Dimension
Beyond FIN 46(R), the real estate industry has to be aware of an-
other interesting change in the landscape regarding consolidation
accounting. For those non-VIE ventures, the newly amended
AICPA SOP 78-9, Accounting for Investments in Real Estate Ven-
tures, provides new guidance on whether a general partner con-
trols a real estate venture. The issuance of FASB Staff Position
(FSP) SOP 78-9-1, Interaction of AICPA Statement of Position 78-
9 and EITF Issue No. 04-5, must be applied to all old and new
non-VIE real estate ventures. FSP SOP 78-9-1 starts with the
presumption of control by the general partners and provides two
specific criteria for determining whether limited partners have ei-
ther substantive “kick-out rights” or “substantive participating
rights.” This FSP removes the previous concepts of “important
rights” in SOP 78-9 and conforms that guidance to the newly is-
sued Emerging Issues Task Force (EITF) Issue No. 04-5, “Deter-
mining Whether a General Partner, or the General Partners as a
Group, Controls a Limited Partnership or Similar Entity When
the Limited Partners Have Certain Rights.”
The bottom line is that the real estate industry has another twist
in consolidation accounting that applies to all non-VIE real estate
ventures and many expect that the amended guidance would re-
sult in more partnerships consolidated by the general partner.
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Synthetic Leases
During the economic expansion of the late 1990s, synthetic
leases became a popular form of financing for real estate entities.
As the steamrolling economy fueled corporate expansion, compa-
nies looked for ways to take real estate off of their balance sheet
and free up capital. And the synthetic lease was one way of doing
this.
However, FIN 46(R) will have a major impact on synthetic
leases. Companies with existing synthetic leases will need to ei-
ther consolidate these entities or convert them to another struc-
ture (for example, a sale-leaseback).
As a result of FIN 46(R), you should review your client’s partici-
pations in synthetic leases to evaluate whether they have been ac-
counted for properly.
Recent Technical Practice Aids Related to FIN 46(R)
The AICPA recently issued a number of Technical Practice Aids
related to FIN 46(R). These and other Technical Practice Aids
can be assessed online at www.aicpa.org/Professional+Resources/
Accounting+and+Auditing/Accounting+Standards/recent_
tpas.htm.
Sales of Condominiums 
In September, the FASB’s EITF tentatively concluded that the
continuing investment criterion in FASB Statement No. 66, Ac-
counting for Sales of Real Estate, must be met to recognize profit
on a percentage-of-completion basis for condominium sales. The
tentative conclusion is addressed in EITF Issue No. 06-8, “Ap-
plicability of the Assessment of a Buyer’s Continuing Investment
under FASB Statement No. 66, Accounting for Sales of Real Estate,
for Sales of Condominiums.” 
Many homebuilders and lodging companies are entering into the
condominium development market. Since condominium pro-
jects are generally long term in duration, individual units of the
condominium are often sold during the construction phase. Para-
graph 5 of FASB Statement No. 66 states the following: 
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Profit on real estate transactions shall not be recognized by the
full accrual method until all of the following criteria are met:
a) A sale is consummated.
b) The buyer’s initial and continuing investments are 
adequate to demonstrate a commitment to pay for the
property.
c) The seller’s receivable is not subject to future subordina-
tion.
d) The seller has transferred to the buyer the usual risks and
rewards of ownership in a transaction that is in substance
a sale and does not have a substantial continuing involve-
ment with the property.
FASB Statement No. 66 provides specific guidance on the appli-
cation of the consummation of a sale and the seller’s continuing
involvement for condominium projects. These two criteria may
not be met for individual condominium units sold during the
construction phase of the project because of the long-term nature
of condominium development projects.
FASB Statement No. 66 requires a condominium developer to
recognize profit from the sale of individual condominiums dur-
ing the construction phase on a percentage-of-completion basis if
specified criteria are met, including collectibility of the sales
price. The EITF’s tentative conclusion would require a developer
to evaluate a buyer’s continuing investment during the construc-
tion period and to conclude that the condominium sales price
was collectible before recognizing profit during the construction
period. 
If adopted as a ratified consensus, this tentative conclusion would
be effective for the first annual reporting period beginning after
March 15, 2007. Early adoption would be permitted as of the be-
ginning of the entity’s fiscal year. Entities that have not accounted
for sales of condominiums in a manner that is consistent with the
consensus would recognize a cumulative effect adjustment to be-
ginning retained earnings or to other components of equity or
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net assets. Comments received will be discussed at the November
16, 2006, EITF meeting.
Lease Accounting
FASB Statement No. 13, Accounting for Leases, has been in exis-
tence for many years and is critical for accounting for leases in
real estate. As discussed in the prior year’s Alert, a number of Se-
curities and Exchange Commission (SEC) registrants recently re-
stated their financial statements relating to lease accounting.
Specifically, restatements occurred related to the amortization of
leasehold improvements; recognition of rent when lease terms of
an operating lease contain what is referred to as rent holidays; and
incentives related to leasehold improvements. The Chief Accoun-
tant of the SEC issued a letter in February 2005 to the AICPA’s
Chairman of the Center for Public Company Audit Firms. The
letter clarified the SEC staff ’s interpretation of certain accounting
issues and their application under generally accepted accounting
principles (GAAP) relating to operating leases. The letter focused
on specific concerns regarding the appropriate accounting for op-
erating leases; restatements resulting from the correction of errors
that deviate from the lease accounting standards; and clear and
concise disclosures of both operating and capital leases. Non-SEC
registrants should also ensure compliance with the lease account-
ing standards and related interpretations set forth by the FASB
and make any necessary restatements or corrections. 
In November 2005, the AICPA issued a Technical Practice Aid
on lease accounting to clarify the requirements in the existing ac-
counting standards. The Technical Practice Aid can be accessed at
www.aicpa.org/download/acctstd/LEASE_TPAs_5600.07.pdf. It
is considered nonauthoritative and not a source of established ac-
counting principles. Issues discussed include the following:
• Lease term for accounting purposes
• Lease term for accounting purpose that differs from term
stated in the lease
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• Rent expense and rent revenue in an operating lease (gen-
eral, scheduled increase in rental space, rent holiday, and
scheduled rent increases)
• Amortization/depreciation of leasehold improvements in
an operating lease
• Leasehold improvements and lease term in an operating
lease
• Landlord incentive allowance in an operating lease
• Cash flows statement presentation of landlord incentive al-
lowance in an operating lease
In July 2006, the FASB took two major steps regarding lease ac-
counting. First, the FASB announced that it was formally open-
ing a project to reconsider the current accounting standards for
leases. The goal of this project is to develop principles that would
faithfully represent lease transactions in the financial statements
of lessees and lessors and would reflect similarities and differences
in the wide variety of leasing arrangements prevalent today. This
project will be conducted jointly with the International Account-
ing Standards Board (IASB). Many expect the FASB to shift away
from permitting off-balance-sheet treatment of many leases to an
assets and liabilities model, which would put most leases on the
lessee’s balance sheet. The first major milestone of the project will
be a Preliminary Views document expected to be released for
constituent comment in 2008.
Second, the FASB issued FSP FAS 13-2, Accounting for a Change
or Projected Change in the Timing of Cash Flows Relating to Income
Taxes Generated by a Leveraged Lease Transaction. This FSP
amends FASB Statement No. 13 and applies to all transactions
classified as leveraged leases in accordance with FASB Statement
No. 13. Leveraged leases can provide significant tax benefits to
the lessor, and the timing of cash flows relating to income taxes
generated by a leveraged lease is an important assumption that af-
fects the periodic income recognized by the lessor for the lease.
The FSP will require companies to recalculate their leveraged
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leases if there is a change or projected change in the timing of
cash flows relating to income taxes generated by the leveraged
lease. In accordance with the FSP, companies must review the
projected timing of income tax cash flows generated by a lever-
aged lease transaction annually or more frequently, if events or
changes in circumstances indicate that a change in timing has oc-
curred or is projected to occur. If, during the lease term, the pro-
jected timing of the income tax cash flows generated by a
leveraged lease is revised, the rate of return and the allocation of
income to positive investment years must be recalculated from
the inception of the lease. The lessor must update all assumptions
used to calculate total and periodic income when the lessor is per-
forming a recalculation of the leveraged lease. The recalculation
must include actual cash flows up to the date of the recalculation
and projected cash flows following the date of recalculation. The
guidance only applies to changes or projected changes in the tim-
ing of income taxes that are directly related to the leveraged lease
transaction. 
The FSP must be applied to fiscal years beginning after Decem-
ber 15, 2006, and certain disclosures are required in the fiscal
year of adoption. Earlier application is permitted as of the begin-
ning of an entity’s fiscal year, provided that the entity has not yet
issued financial statements, including financial statements for any
interim period, for that fiscal year. Auditors should refer to the
full text of the FSP on the FASB’s Web site. 
Quantifying Misstatements
On September 13, 2006, the SEC released Staff Accounting Bul-
letin (SAB) No. 108, Topic 1N Considering the Effects of Prior
Year Misstatements when Quantifying Misstatements in Current
Year Financial Statements. Although the guidance is directed at
registrants, it is also important for auditors as they consider and
quantify the effects of misstatements in financial statements. The
issuance provides interpretive guidance on how the effects of the
carryover or reversal of prior year misstatements should be con-
sidered in quantifying a current year misstatement. 
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Two approaches have commonly been used to quantify such er-
rors. Under one approach, the error is quantified as the amount
by which the current year income statement is misstated (the
rollover approach). The other common approach quantifies the
error as the cumulative amount by which the current year balance
sheet is misstated (the iron curtain approach). Exclusive reliance
on an income statement approach can result in a registrant accu-
mulating errors on the balance sheet that may not have been ma-
terial to any individual income statement, but that nonetheless
may misstate one or more balance sheet accounts. Similarly, ex-
clusive reliance on a balance sheet approach can result in a regis-
trant disregarding the effects of errors in the current year income
statement that result from the correction of an error existing in
previously issued financial statements.
The staff believes registrants must quantify the impact of correct-
ing all misstatements, including both the carryover and reversing
effects of prior year misstatements, on the current year financial
statements. The SEC staff believes that this can be accomplished
by quantifying errors under both a balance sheet and an income
statement approach and by evaluating errors measured under
each approach. Thus, a registrant’s financial statements would re-
quire adjustment when either approach results in quantifying a
material misstatement after considering all relevant quantitative
and qualitative factors.
If, in correcting an error in the current year, an error is material to
the current year’s income statement, the prior year financial state-
ments should be corrected, even though such a revision previ-
ously was and continues to be immaterial to the prior year
financial statements. Correcting prior year financial statements
for immaterial errors would not require previously filed reports to
be amended. Such correction may be made the next time the reg-
istrant files the prior year financial statements. However, regis-
trants electing not to restate prior periods should follow the
disclosure requirements specified in the SAB. In general, SAB
No. 108 is effective for financial statements for fiscal years ending
after November 15, 2006, with earlier application encouraged in
any report for an interim period of the first fiscal year ending
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after November 15, 2006, and filed after the SAB’s publication
date of September 13, 2006. For additional accounting and tran-
sition information, see the issuance at www.sec.gov/interps/
account/sab108.pdf. Auditors should note that accounting stan-
dards setting bodies are also considering projects to propose con-
cepts similar to those of SAB No. 108 for nonissuers. 
Assessing Internal Control Deficiencies
Several audit and accounting issues have been discussed. While
considering how these affect your engagements and assessing the
associated risks, also consider how your client’s internal control
affects these potential risks. As discussed in the next section, “Re-
cent Auditing and Attestation Pronouncements and Related
Guidance,” the ASB issued SAS No. 112, Communicating Inter-
nal Control Related Matters Identified in an Audit. SAS No. 112
supersedes SAS No. 60, Communication of Internal Control Re-
lated Matters Noted in an Audit (AICPA, Professional Standards,
vol. 1, AU section 325), as amended. 
SAS No. 112 requires the auditor to evaluate identified control
deficiencies and determine if they individually or when com-
bined are significant deficiencies or material weaknesses. These
terms are defined consistent with PCAOB Auditing Standard
No. 2, An Audit of Internal Control Over Financial Reporting Per-
formed in Conjunction With an Audit of Financial Statements
(AICPA, PCAOB Standards and Related Rules, AU section 320).
The term reportable condition is no longer used. The SAS also re-
quires that these communications now be in writing. Common
control deficiencies may include:
• Segregation of duties issues (especially common among
smaller companies)
• Potential for management override
• Inadequate process and controls over revenue recognition
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• Lack of controls over the process by which estimates are
determined and recorded
• Lack of a process and controls to properly identify, consol-
idate, and disclose VIEs
The AICPA has published an Audit Risk Alert entitled Under-
standing SAS No. 112 and Evaluating Control Deficiencies (prod-
uct no. 022536kk), which provides an overview of the standard’s
requirements. This Alert can be obtained by calling the AICPA at
(888) 777-7077 or going online at www.cpa2biz.com. 
Recent Auditing and Attestation Pronouncements and
Related Guidance
Presented below is a list of recent auditing and attestation pro-
nouncements and related guidance. For information on auditing
and attestation standards issued subsequent to the writing of this
Alert, please refer to the AICPA Web site at www.aicpa.org/
Professional+Resources/Accounting+and+Auditing/Audit+and+
Attest+Standards/. You may also look for announcements of
newly issued standards in the CPA Letter, Journal of Accountancy,
and in the quarterly electronic newsletter, In Our Opinion, issued
by the AICPA Auditing Standards team, available at
www.aicpa.org. 
The PCAOB establishes auditing and attestation standards for
audits of public companies. Refer to the PCAOB Web site at
www.pcaob.org for information about its activities. You may also
review the SEC and PCAOB Alert—2006/07 (product no.
022497kk), which summarizes recent developments at both the
SEC and PCAOB. This alert can be obtained by calling the
AICPA at (888) 777-7077 or by going online to
www.cpa2biz.com.
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Recent Auditing and Attestation Pronouncements and Related Guidance
SAS No. 102, Defining These standards established two categories of
Professional professional requirements that are identified
Requirements in by specific terms. The words must or is
Statements on Auditing required are used to indicate an
Standards (AICPA, unconditional requirement. The word
Professional Standards, should is used to indicate a presumptively
vol. 1, AU section 120) mandatory requirement. (The words may,
might, could, and should consider represent
Statement on Standards actions that auditors have a professional
for Attestation obligation to consider.) The provisions of
Engagements (SSAE) SAS No. 102 and SSAE No. 13 were
No. 13, Defining effective upon issuance. It is the ASB’s
Professional intention to make conforming changes to
Requirements in AICPA literature over the next several years
Statements on Standards to remove any language that would imply a
for Attestation professional requirement where none exists.
Engagements (AICPA,
Professional Standards,
vol. 1, AT section 20)
Issue Date: December
2005
(Not applicable to audits
conducted in accordance
with PCAOB standards)
SAS No. 103, Audit SAS No. 103 supersedes AU section 339,
Documentation (AICPA, Audit Documentation (AICPA, Professional
Professional Standards, Standards, vol. 1), and amends AU section
vol. 1, AU section 339) 530, Dating of the Independent Auditor’s
Report (AICPA, Professional Standards,
Issue Date: December vol. 1). Effective for audits of financial
2005 statements for periods ending on or after
December 15, 2006, with earlier application
(Not applicable to audits permitted. This SAS establishes standards
conducted in accordance and provides guidance to an auditor of a
with PCAOB standards) nonissuer on audit documentation.
See the “Audit Documentation” section in
this Alert.
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Recent Auditing and Attestation Pronouncements and Related Guidance
SASs No. 104 through See the “Risk Assessment Standards” section
No. 111, the Risk in this Alert.
Assessment Standards
Issue Date: March 2006
(Not applicable to audits
conducted in accordance
with PCAOB standards)
SAS No. 112, The new standard supersedes SAS No. 60,
Communicating Internal Communication of Internal Control Related
Control Related Matters Matters Noted in an Audit (AICPA,
Identified in an Audit Professional Standards, vol. 1, AU section
(AICPA, Professional 325), as amended. It establishes
Standards, vol. 1, AU requirements and provides extensive
section 325) guidance about communicating matters
related to an entity’s internal control over
Issue Date: May 2006 financial reporting identified while
performing an audit of financial statements.
(Not applicable to audits SAS No. 112 also requires that certain
conducted in accordance communications be in writing. Effective for
with PCAOB standards) periods ending on or after December 15,
2006.
SAS No. 113, Omnibus This standard:
2006 (AICPA, • Revises the terminology used in the 10
Professional Standards, standards of SAS No. 95, Generally
vol. 1) Accepted Auditing Standards (AICPA,
Professional Standards, vol. 1, AU section
Issue Date: November 2006 150A), to reflect terminology in SAS No.
102, Defining Professional Requirements
(Not applicable to audits in Statements on Auditing Standards
conducted in accordance (AICPA, Professional Standards, vol. 1,
with PCAOB standards) AU section 120); 
• Adds a footnote to the headings before
paragraphs 35 and 46 in SAS No. 99,
Consideration of Fraud in a Financial
Statement Audit (AICPA, Professional
Standards, vol. 1, AU section 316A) to
provide a clear link between the auditor’s
consideration of fraud and the auditor’s
assessment of risk and the auditor’s
procedures in response to those assessed
risks; 
(continued)
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Recent Auditing and Attestation Pronouncements and Related Guidance
• Replaces throughout the SASs completion
of fieldwork with the term date of the
auditor’s report; and
• Changes the convention for dating the
representation letter by requiring that it
be dated as of the date of the auditor’s
report. 
SAS No. 114, The This standard replaces SAS No. 61,
Auditor’s Communication With Audit Committees
Communication With (AICPA, Professional Standards, vol. 1, AU
Those Charged With section 380A). The standard requires the
Governance (AICPA, auditor to conduct two-way communication
Professional Standards, with those charged with governance about
vol. 1, AU section 380) certain significant matters related to the
audit, and also establishes standards and
Issue Date: December provides guidance on which matters should
2006 be communicated, who they should be
communicated to, and the form and timing
(Not applicable to audits of the communication.
conducted in accordance
with PCAOB standards)
SSAE No. 14, SSAE This SSAE identifies the body of attestation
Hierarchy (AICPA, literature, clarifies the authority of
Professional Standards, attestation publications issued by the
vol. 1) AICPA and others, specifies the extent of
familiarity a practitioner needs to have with
Issue Date: November various kinds of attestation publications
2006 when conducting an attest engagement, and
amends the 11 attestation standards to
(Not applicable to audits reflect the terminology used in SSAE No.
conducted in accordance 13, Defining Professional Requirements in
with PCAOB standards) Statements on Standards for Attestation
Engagements (AICPA, Professional Standards, 
vol. 1, AT section 20).
AICPA Technical “Determining the Effective Date of a New
Practice Aid (TPA) Statement on Auditing Standards for Audits
8100.01-.02 of a Single Financial Statement” and
“Determining the Effective Date of a New
(Nonauthoritative) Statement on Auditing Standards for Audits
of Interim Periods”
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Recent Auditing and Attestation Pronouncements and Related Guidance
PCAOB Auditing This standard applies if auditors report on
Standard No. 4, the elimination of a material weakness in a
Reporting on Whether a company’s internal control over financial
Previously Reported reporting. The standard establishes a
Material Weakness voluntary engagement that would be
Continues to Exist performed at the election of the company.
Issue Date: February
2006
(Applicable to audits
conducted in accordance
with PCAOB standards only)
PCAOB Conforming Conforming Amendment to PCAOB
Amendment to AT Auditing and Related Professional Practice
101.04f, Attest Standards Resulting from the Adoption of 
Engagements the Auditing Standard No. 4
The conforming amendment states that
Issue Date: February Auditing Standard No. 4 must be used for
2006 reporting on whether a material weakness
continues to exist for any purpose other
(Applicable to audits than a company’s internal use.
conducted in accordance
with PCAOB standards
only)
PCAOB Ethics and The rules include general rules with respect
Independence Rules to ethics and independence, restrict certain
Concerning types of tax services a registered public
Independence, Tax accounting firm may provide to its audit
Services, and Contingent clients, and prohibit contingent fee
Fees arrangements for any services a registered
public accounting firm provides to its audit
Issue Date: April 2006 clients, in order to maintain its
independence.
(Applicable to audits
conducted in accordance
with PCAOB standards
only)
(continued)
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Recent Auditing and Attestation Pronouncements and Related Guidance
PCAOB Report on the This report reaffirmed and amplified
Initial Implementation of previous guidance issued by the PCAOB in
Auditing Standard No. 2, May 2005. The report focuses on reasons
An Audit of Internal the PCAOB found audits performed were
Control Over Financial not always as efficient and effective as
Reporting Performed in Auditing Standard No. 2 intended. The
Conjunction with an report also explains certain aspects of 
Audit of Financial Auditing Standard No. 2 such as the terms 
Statements (AICPA, more than remote and strong indicators. 
PCAOB Standards and
Related Rules, AU
section 320)
Issue Date: November
2005
(Applicable to audits
conducted in accordance
with PCAOB standards
only)
PCAOB Overview of This overview provides additional
Auditing Standard No. 4, information on the provisions of Auditing
Reporting on Whether a Standard No. 4.
Previously Reported
Material Weakness
Continues to Exist
Issue Date: April 2006
(Applicable to audits
conducted in accordance
with PCAOB standards
only)
PCAOB Staff Questions The guidance explains that if prior period
and Answers, financial statements that require adjustments
Adjustments to Prior were audited by a predecessor auditor, either
Period Financial the sucessor auditor or the predecessor
Statements Audited by a auditor may audit the adjustments so long
Predecessor Auditor as the auditor is independent and registered
with the PCAOB. The guidance continues
40
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Recent Auditing and Attestation Pronouncements and Related Guidance
Issue Date: June 2006 to address questions regarding when the
predecessor auditor audits the prior period
(Applicable to audits financial statement adjustments; when the
conducted in accordance sucessor auditor audits the prior period
with PCAOB standards financial statement adjustments; and when
only) the sucessor auditor has not yet completed
an audit of the current period financial
statements.
PCAOB Staff Audit This issuance was prompted by recent
Practice Alert No. 1, reports and disclosures about issuer practices
Matters Relating to related to the granting of stock options,
Timing and Accounting including the “backdating” of such grants.
for Options Grants The guidance identifies existing standards
that could bear on auditors’ work and
Issue Date: July 2006 applies them to the issues that have been
raised regarding companies’ stock option
(Applicable to audits granting practices, but does not establish
conducted in accordance new requirements.
with PCAOB standards
only)
PCAOB Staff Questions The guidance provides direction for auditing
and Answers, Auditing a company’s estimation of the fair value of
the Fair Value of Share stock options granted to employees pursuant
Options Granted to to FASB Statement No. 123 (revised 2004),
Employees Share-Based Payment, which became
applicable for financial statements of
Issue Date: October companies with fiscal years ending on or
2006 after June 15, 2006.
(Applicable to audits
conducted in accordance
with PCAOB standards
only)
Audit Documentation
In December 2005, the ASB issued SAS No. 103, Audit Docu-
mentation. This SAS supersedes SAS No. 96 of the same name
(AICPA, Professional Standards, vol. 1, AU section 339). Effective
for audits of financial statements for periods ending on or after
December 15, 2006, with earlier application permitted, this SAS
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establishes standards and provides guidance to an auditor of a
nonissuer on audit documentation. 
The SAS also amends paragraphs .01 and .05 of AU section 530,
Dating of the Independent Auditor’s Report, Codification (AICPA,
Professional Standards, vol. 1). The amendment requires that the
auditor’s report not be dated earlier than the date on which the
auditor has obtained sufficient appropriate audit evidence to sup-
port the opinion on the financial statements. As defined in the
footnote to paragraph .01, sufficient appropriate audit evidence
includes, among other things, evidence that the audit documen-
tation has been reviewed and that the company’s financial state-
ments, including disclosures, have been prepared and that
management has asserted that they have taken responsibility for
them. Consider how this guidance affects the process followed on
your engagements including the review of audit documentation
and financial statements; obtaining management’s representa-
tions; and analyzing subsequent events and in turn how this af-
fects the date of the audit report.
Risk Assessment Standards
In March 2006, the AICPA ASB issued eight SASs that provide
extensive guidance concerning the auditor’s assessment of the
risks of material misstatement in a financial statement audit, and
the design and performance of audit procedures whose nature,
timing, and extent are responsive to the assessed risks. Addition-
ally, the SASs establish standards and provide guidance on plan-
ning and supervision, the nature of audit evidence, and
evaluating whether the audit evidence obtained affords a reason-
able basis for an opinion regarding the financial statements under
audit. The following table lists the eight SASs and their effect on
existing standards.
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Statement on Auditing Standards Effect on Existing Standards
SAS No. 104, Amendment to Amends “Due Professional Care in the
Statement on Auditing Standards Performance of Work,” of SAS No. 1,
No. 1, Codification of Auditing Codification of Auditing Standards and
Standards and Procedures Procedures (AU section 230A).
(“Due Professional Care in
the Performance of Work”)
SAS No. 105, Amendment to Amends SAS No. 95, Generally Accepted
Statement on Auditing Standards Auditing Standards (AU section 150A).
No. 95, Generally Accepted
Auditing Standards
SAS No. 106, Audit Evidence Supersedes SAS No. 31, Evidential Matter
(AU section 326A).
SAS No. 107, Audit Risk and Supersedes SAS No. 47, Audit Risk and
Materiality in Conducting an Materiality in Conducting an Audit
Audit (AU section 312A).
SAS No. 108, Planning and Supersedes “Appointment of the
Supervision Independent Auditor,” of SAS No. 1 (AU
section 310); and supersedes SAS No. 22,
Planning and Supervision (AU section 311A).
SAS No. 109, Understanding Supersedes SAS No. 55, Consideration of
the Entity and Its Environment Internal Control in a Financial Statement
and Assessing the Risks of Material Audit (AU section 319).
Misstatement
SAS No. 110, Performing Audit Supersedes “Substantive Tests Prior to the
Procedures in Response to Balance Sheet Date,” of SAS No. 45 (AU
Assessed Risks and Evaluating section 313); and together with SAS No.
the Audit Evidence Obtained 109, supersedes SAS No. 55, Consideration
of Internal Control in a Financial Statement
Audit (AU section 319).
SAS No. 111, Amendment to Amends SAS No. 39, Audit Sampling
Statement on Auditing Standards (AU section 350A).
No. 39, Audit Sampling
Key Provisions of the New Standards
The SASs emphasize the link between understanding the entity,
assessing risks, and the design of further audit procedures. The
SASs introduce the concept of risk assessment procedures, which
are deemed necessary to provide a basis for assessing the risk of
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material misstatement. Risk assessment procedures, along with
further audit procedures, which consist of tests of controls and
substantive tests, provide the audit evidence to support the audi-
tor’s opinion of the financial statements. According to the SASs,
the auditor should perform risk assessment procedures to gather
information and gain an understanding of the entity and its envi-
ronment, including its internal controls. These procedures in-
clude inquiries, analytical procedures, and inspection and
observation. Assessed risks and the basis for those assessments
should be documented; therefore, auditors may no longer default
to maximum control risk for an entity’s risk assessment without
documenting the basis for that assessment. The SASs also require
auditors to consider and document how the risk assessment at the
financial statement level affects individual financial statement as-
sertions, so that auditors may tailor the nature, timing, and ex-
tent of their audit procedures to be responsive to their risk
assessment. It is anticipated that generic audit programs will not
be appropriate for all audit engagements, as risks vary between
entities. 
Effective Date and Implementation
The SASs are effective for audits of financial statements for peri-
ods beginning on or after December 15, 2006; earlier application
is permitted. In most cases, implementation of the SASs will re-
sult in an overall increased work effort by the audit team, partic-
ularly in the year of implementation. It also is anticipated that to
implement the SASs appropriately, many firms will have to make
significant revisions to their audit methodologies and train their
personnel accordingly. Readers can obtain the SASs and the re-
lated AICPA Audit Risk Alert titled Understanding the New Au-
diting Standards Related to Risk Assessment (product no.
022526kk) by calling the AICPA at (888) 777-7077 or going on-
line at www.cpa2biz.com. 
New Companion Audit Guide
In December 2006, the AICPA will publish the Audit Guide As-
sessing and Responding to Audit Risk in a Financial Statement Audit
(product no. 012456kk). This Guide will help auditors under-
stand and implement the risk assessment standards. It includes
44
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practical guidance, examples, and an in-depth case study. The
Guide can be ordered by calling the AICPA at (888) 777-7077 or
going online at www.cpa2biz.com.
Recent Independence and Ethics Pronouncements
The AICPA Independence and Ethics Alert—2006/2007 (product
no. 022477kk) contains a complete update on new independence
and ethics pronouncements. This Alert can be obtained by calling
the AICPA at (888) 777-7077 or going online at www.cpa2biz.
com. Readers should obtain this Alert to be aware of indepen-
dence and ethics matters that will affect their practice. 
The AICPA general Audit Risk Alert—2006/07 and other AICPA
industry-specific Alerts contain summaries of recent pronounce-
ments not included here. To obtain copies of other AICPA Alerts,
contact AICPA Service Center Operations at (888) 777-7077 or
go online at www.cpa2biz.com.
Recent Accounting Pronouncements and 
Related Guidance
Presented below is a list of recent accounting pronouncements
and related guidance issued since the publication of last year’s
Alert. For information on accounting standards issued subse-
quent to the writing of this Alert, please refer to the AICPA Web
site at www.aicpa.org and the FASB Web site at www.fasb.org.
You may also look for announcements of newly issued standards
in the CPA Letter and Journal of Accountancy.
Recent Accounting Pronouncements and Related Guidance
FASB Statement No. 155 Accounting for Certain Hybrid Financial
Instruments—an amendment of FASB
Statements No. 133 and 140.
FASB Statement No. 156 Accounting for Servicing of Financial Assets—
an amendment of FASB Statement No. 140
FASB Statement No. 157 Fair Value Measurements
(continued)
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Recent Accounting Pronouncements and Related Guidance
FASB Statement No. 158 Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans—an
amendment of FASB Statements No. 87, 88,
106, and 132(R)
FASB Interpretation No. 48 Accounting for Uncertainty in Income Taxes—
an interpretation of FASB Statement No. 109
FASB EITF Issues Go to www.fasb.org/eitf/agenda.shtml for a
complete list of EITF Issues.
FASB Staff Positions Go to www.fasb.org/fasb_staff_positions/ for
a complete list of FSPs. 
AICPA Practice Guide “Practice Guide on Accounting for
Uncertain Tax Positions Under FIN 48”
AICPA TPA 6910.21-.24 Various Investment Company topics
(Nonauthoritative)
AICPA TPA section 5700.01 “Income Tax Accounting for Contributions
(Nonauthoritative) to Certain Nonprofit Scholarship Funding
Organizations”
AICPA TPA section 2210.28 “Accounting for Certain Liquidated
(Nonauthoritative) Damages”
AICPA TPA section 1400.32 “Parent-Only Financial Statements and
(Nonauthoritative) Relationship to GAAP”
AICPA TPA section Various topics on the application of
2130.09-2130.35 and SOP 03-3, Accounting for Certain Loans
2130.36-.37 or Debt Securities Acquired in a Transfer
(Nonauthoritative)
AICPA TPA sections Various topics regarding FIN 46(R) on
1400.29-1400.31 and variable interest entities
1500.06
(Nonauthoritative)
AICPA TPA section Nonregistered investment partnerships
6910.16-6910.20 topics
(Nonauthoritative)
AICPA TPA section Various lease topics
5600.07-5600.17 
(Nonauthoritative)
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Recent Accounting Pronouncements and Related Guidance
The Committee of Sponsoring The guidance provides a set of 20 basic
Organizations of the Treadway principles representing the fundamental
Commission (COSO) Internal concepts associated with and drawn directly
Control Over Financial from the five components of internal control
Reporting—Guidance for described in the COSO Internal Control
Smaller Public Companies Framework.
On the Horizon
Auditors should keep abreast of auditing and accounting devel-
opments and upcoming guidance that may affect their engage-
ments. Presented in the following sections is brief information
about some ongoing projects that have particular significance to
the real estate industry or that may result in significant changes.
Read the AICPA general Audit Risk Alert—2006/07 for a more
complete list of ongoing auditing and accounting projects. Re-
member that exposure drafts are nonauthoritative and cannot be
used as a basis for changing GAAP or generally accepted auditing
standards (GAAS). 
The following table lists the various standard-setting bodies’ Web
sites, where information may be obtained on outstanding expo-
sure drafts, including downloading exposure drafts. These Web
sites contain much more in-depth information about proposed
standards and other projects in the pipeline. Many more account-
ing and auditing projects exist beyond those discussed here.
Readers should refer to information provided by the various stan-
dard-setting bodies for further information.
Standard-Setting Body Web Site
AICPA Auditing Standards www.aicpa.org/Professional+Resources/
Board (ASB) Accounting+and+Auditing/Audit+and+
Attest+Standards/
AICPA Accounting Standards www.aicpa.org/Professional+Resources/
Executive Committee (AcSEC) Accounting+and+Auditing/Accounting
+Standards/
(continued)
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Standard-Setting Body Web Site
Financial Accounting Standards www.fasb.org
Board (FASB) 
Public Company Accounting www.pcaob.org
Oversight Board (PCAOB) 
Professional Ethics Executive www.aicpa.org/Professional+Resources/
Committee (PEEC) Professional+Ethics+Code+of+Professional+
Conduct/Professional+Ethics/
Securities and Exchange www.sec.gov
Commission (SEC)
Help Desk—The AICPA’s standard-setting committees pub-
lish exposure drafts of proposed professional standards exclu-
sively on the AICPA Web site. The AICPA will notify
interested parties by e-mail about new exposure drafts. To be
added to the notification list for all AICPA exposure drafts,
send your e-mail address to service@aicpa.org. Indicate “expo-
sure draft e-mail list” in the subject header field to help process
your submission more efficiently. Include your full name,
mailing address and, if known, your membership and sub-
scriber number in the message. The AICPA Web site also has
connecting links to the other standard-setting bodies listed
here. 
Auditing Pipeline—Nonpublic Companies
Proposed Amendment to SAS No. 69, The Meaning of Present
Fairly in Conformity With Generally Accepted Accounting
Principles
The ASB has issued an exposure draft introducing a proposed
SAS entitled Amendment to Statement on Auditing Standards No.
69, The Meaning of Present Fairly in Conformity With Generally
Accepted Accounting Principles, for Nongovernmental Entities. This
proposed SAS, which applies only to nongovernmental entities,
has been issued in response to the FASB’s proposed Statement of
Financial Accounting Standards entitled The Hierarchy of Gener-
ally Accepted Accounting Principles. The FASB proposal moves 
responsibility for the GAAP hierarchy for nongovernmental enti-
ties from the auditing literature (SAS No. 69, AICPA, Professional
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Standards, vol. 1, AU section 411) to the accounting literature.
The proposed SAS deletes the GAAP hierarchy for nongovern-
mental entities from SAS No. 69. The ASB decided to coordinate
the provisions and effective date of this exposure draft with the
FASB proposed Statement, which can be obtained at
www.fasb.org. 
Proposed SSAE Regarding Reporting on an Entity’s Internal
Control Over Financial Reporting
In January 2006, the ASB issued a revised exposure draft of a pro-
posed SSAE that would supersede Chapter 5, “Reporting on an
Entity’s Internal Control Over Financial Reporting,” of SSAE
No. 10, Attestation Engagements: Revision and Recodification
(AICPA, Professional Standards, vol. 1, AT section 501), as
amended. This proposed SSAE establishes standards and provides
guidance to the practitioner who is engaged to issue or does issue
an examination report on the effectiveness of an entity’s internal
control over financial reporting as of a point in time (or on an as-
sertion thereon). In May 2006, the PCAOB announced plans to
amend certain aspects of PCAOB Auditing Standard No. 2 to
improve its implementation. Because the forthcoming changes to
the PCAOB Standard will be relevant to the revision of AT sec-
tion 501, the ASB has decided to defer to issuance of final revised
AT section 501 until the PCAOB issues their amendments and
the ASB has time to consider them. 
Auditing Pipeline—Public Companies
Guidance issued by the PCAOB is included in the section of this
Alert entitled “Recent Auditing and Attestation Pronouncements
and Related Guidance.” For pending projects for both the
PCAOB and the SEC, readers may refer to the SEC and PCAOB
Alert 2006/07 (product no. 022497kk), mentioned previously.
Accounting Pipeline
Presented below are accounting pronouncements currently in the
exposure process. Some of the proposed pronouncements dis-
cussed in the prior year Alert have not been finalized as of the
date of this writing, and thus are included again below. 
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Proposed FASB Statement, The Fair Value Option for
Financial Assets and Financial Liabilities—Including an
amendment of FASB Statement No. 115
The fair value option project has two phases. This proposal repre-
sents Phase 1, which addresses the fair value option for certain fi-
nancial assets and financial liabilities. Phase 2 will consider
permitting the fair value option for certain nonfinancial assets
and nonfinancial liabilities and some of the financial assets and fi-
nancial liabilities excluded from the scope of Phase 1. 
The proposed Statement would create a fair value option under
which an entity may irrevocably elect fair value as the initial and
subsequent measurement attribute for certain financial assets and
financial liabilities on a contract-by-contract basis, with changes
in fair value recognized in earnings as those changes occur. The
proposed Statement has specific financial presentation require-
ments to display fair values and those values that are measured
using other measurement techniques. The proposed Statement
would amend FASB Statement No. 115, Accounting for Certain
Investments in Debt and Equity Securities, to require that securities
reported at fair value in accordance with FASB Statement No.
115 satisfy the specific financial statement presentation require-
ments. The planned effective date is for fiscal years beginning
after December 15, 2006. Visit the FASB Web site at
www.fasb.org for additional information.
Proposed FASB Statement, Earnings Per Share—an
amendment of FASB Statement No. 128
This proposed Statement would amend FASB Statement No.
128, Earnings per Share, to clarify guidance for mandatorily con-
vertible instruments, the treasury stock method, contracts that
may be settled in cash or shares, and contingently issuable shares.
Specifically, the proposed Statement would: 
• Amend the computational guidance for FASB Statement
No. 128 for calculating the number of incremental shares
included in diluted shares when applying the Treasury
Stock method.
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• Eliminate the provisions of FASB Statement No. 128 that
allow an entity to rebut the presumption that contracts
with the option of settling in either cash or stock will be
settled in shares.
• Require that shares that will be issued upon conversion of
a mandatorily convertible security be included in the
weighted-average number of ordinary shares outstanding
used in computing basic earnings per share from the date
when conversion becomes mandatory. 
Proposed FASB Statement, Accounting for Transfers of
Financial Assets—an amendment of FASB Statement No. 140
The exposure draft Accounting for Transfers of Financial Assets
(Transfers Project) is a revision of a June 2003 exposure draft,
Qualifying Special-Purpose Entities and Isolation of Transferred As-
sets, and would amend FASB Statement No. 140, Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of
Liabilities—a replacement of FASB Statement No. 125. The pro-
posed Statement seeks to: 
1. Clearly specify the permitted activities of a qualifying spe-
cial-purpose entity (QSPE). 
2. Address practice issues related to which arrangements
should be considered and how they should be considered
in the legal isolation analysis.
3. Eliminate the prohibition on a QSPE’s ability to hold pas-
sive derivative financial instruments that pertain to benefi-
cial interests held by a transferor.
4. Revise the methodology used to initially measure at fair
value interests related to transferred financial assets held by
a transferor. 
5. Clarify guidance related to when rollovers of beneficial in-
terests are permitted within a QSPE. 
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At its July 26, 2006 meeting, the FASB decided to combine the
servicer discretion project (which addressed issues relating to the
waiver of due-on-sale, collateral substitution, and foreclosed asset
activities) into the Transfers Project. The FASB expects to issue a
final Statement, which would amend FASB Statement No. 140,
in the second quarter of 2007. See the FASB Web site for com-
plete information.
Proposed FASB Statements, Business Combinations—a
replacement of FASB Statement No. 141, and Consolidated
Financial Statements, Including Accounting and Reporting of
Noncontrolling Interests in Subsidiaries—a replacement of 
ARB No. 51
In these proposed Statements, the FASB plans to revise the exist-
ing guidance on the application of the purchase method. Among
the main proposals is that:
1. All acquisitions of businesses be measured at the fair value
of the business acquired.
2. Substantially all the assets acquired and liabilities assumed
of the acquired business be recognized and measured at
their fair values at the acquisition date.
3. Entities that follow U.S. GAAP and international stan-
dards apply substantially the same accounting require-
ments for their business combinations.
Exposure drafts on business combinations—purchase method
procedures and noncontrolling interests—were issued on June
30, 2005. Auditors should visit the FASB Web site for expected
issuance dates.
Proposed FASB Statement, The Hierarchy of Generally
Accepted Accounting Principles
This proposed Statement would identify the sources of account-
ing principles and the framework for selecting the principles to be
used in the preparation of financial statements of nongovernmen-
tal companies that are presented in conformity with U.S. GAAP
(or the GAAP hierarchy). The GAAP hierarchy is currently 
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presented in AICPA SAS No. 69 (AICPA, Professional Standards,
AU section 411). However, the FASB believes that the GAAP hi-
erarchy should be directed specifically to companies because it is
the company, not the auditor, who is responsible for selecting its
accounting principles for financial statements. Accordingly, the
FASB concluded that the GAAP hierarchy should reside in the
accounting literature established by the FASB. The FASB decided
to carry forward the GAAP hierarchy as set forth in SAS No. 69,
subject to certain modifications. The FASB staff will coordinate
with the AICPA (as previously discussed in the “Auditing
Pipeline—Nonpublic Companies” section) to ensure that each of
the documents has a uniform effective date. Readers should be
alert for the issuance of a final Statement.
FASB Project on Derivative Disclosures 
FASB Statement No. 133, Accounting for Derivative Instruments
and Hedging Activities, has been criticized by certain analysts, au-
ditors, investors, and others for lacking transparent disclosures,
allowing a user of the financial statements to assess the overall risk
of derivatives on a reporting entity from both a quantitative and
qualitative perspective. An exposure draft was issued on Decem-
ber 8, 2006, entitled, Disclosures about Derivative Instruments and
Hedging Activities—an amendment of FASB Statement No. 133.
The comment deadline is March 2, 2007. The objective of this
project is to provide guidance on enhanced disclosure require-
ments and balance sheet and income statement display of deriva-
tives accounted for in accordance with FASB Statement No. 133.
The proposed disclosures will be effective for both interim and
annual reporting periods ending after December 15, 2007, with
early application encouraged. At initial adoption, disclosures for
earlier periods presented for comparative purposes will be en-
couraged but not required. Disclosures for earlier periods pre-
sented for comparative purposes will be required beginning in the
first year after the year of initial adoption. Auditors can monitor
the progress of this project on the FASB’s Web site. 
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Proposed FASB EITFs and FSPs
Proposed FASB EITF Issues. Numerous open issues are under de-
liberation by the EITF. Readers should visit the FASB Web site at
www.fasb.org/eitf/agenda.shtml for complete information.
Proposed FASB Staff Positions. A number of proposed FASB
Staff Positions are currently in progress. Readers should visit the
FASB Web site at www.fasb.org/fasb_staff_positions/proposed_
fsp.shtml for complete information.
Resource Central
The following are various resources that practitioners engaged in
the real estate industry may find beneficial.
Publications
• Audit and Accounting Guide Common Interest Realty Asso-
ciations (2006) (product no. 012576kk). This Guide sum-
marizes applicable practices and delivers “how-to” advice
for handling almost every type of financial statement. It
describes relevant matters, conditions, and procedures
unique to realty associations, and illustrates treatments of
financial statements and reports to caution auditors and
accountants about unusual problems.
• Audit and Accounting Guide Construction Contractors
(2006) (product no. 012586kk). This Guide describes rel-
evant matters, conditions, and procedures unique to realty
associations, and illustrates treatments of financial state-
ments and reports to caution auditors and accountants
about unusual problems.
• Audit and Accounting Guide Use of Real Estate Appraisal
Information (1997) (product no. 013159kk). This Guide is
as of May 1, 1997, and describes relevant matters, condi-
tions, and procedures unique to the real estate industry,
and illustrates treatments of financial statements and re-
ports to caution auditors and accountants about unusual
problems.
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• Audit and Accounting Guide Analytical Procedures (prod-
uct no. 012556kk). You’ll receive guidance on the effective
use of analytical procedures with an emphasis on analytical
procedures as substantive tests. This 2006 Guide includes
SAS No. 56 concepts and definitions, a questions and an-
swers section, an illustrative case study, and a new appen-
dix that includes useful financial ratios.
• Audit Guide Auditing Derivative Instruments, Hedging Ac-
tivities, and Investments in Securities (2006) (product no.
012526kk). In this Guide, you’ll find an overview of deriv-
atives and securities in addition to case studies to help you
better understand how to audit derivative instruments.
• Audit Guide Auditing Revenue in Certain Industries (2006)
(product no. 012516kk). This Guide assists auditors in
fulfilling their professional responsibilities with regard to
auditing assertions about revenue. In this edition you’ll
find:
— Discussions on responsibilities of management, boards
of directors, and audit committees for reliable financial
reporting; 
— Summaries on key accounting guidance regarding
whether and when revenue should be recognized in 
accordance with GAAP or GAAS updated for SAS 
No. 99; 
— Circumstances and transactions that may signal im-
proper revenue recognition; and
— Procedures that the auditor may find effective in 
limiting audit risk arising from improper revenue 
recognition.
• Audit Risk Alert Construction Contractors Industry Develop-
ments—2006/07 (product no. 022317kk). This Alert is in-
tended to provide auditors of construction contractors
with an overview of recent economic, industry, technical,
and professional developments that may affect the audits
they perform.
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• General Audit Risk Alert—2006/07 (product no.
022337kk). This Alert will help you plan and perform
your audits by identifying the significant business risks
that may result in the material misstatement of your
client’s financial statements.
• Audit Risk Alert Compilation and Review—2006/07 (prod-
uct no. 022307kk). This Alert updates CPAs on recent
practice issues and professional standards that affect these
types of engagements.
• Audit Risk Alert Independence and Ethics—2006/07 (prod-
uct no. 022477kk). This Alert will inform you of recent
developments in the area of independence and ethics for
accountants. Specifically, this Alert will help you under-
stand your independence requirements under the AICPA
Code of Professional Conduct and certain other rule-mak-
ing and standard-setting bodies. A compact “plain English”
digest of AICPA independence rules is also included. This
alert includes information on guidance on the perfor-
mance of nonattest services to attest clients, SEC indepen-
dence rules, PCAOB independence and ethics activities,
and Government Accountability Office (GAO) indepen-
dence rules.
• SEC and PCAOB Alert—2006/07 (product no.
022497kk). This Alert will prove useful for accountants
working in public companies, auditors of public compa-
nies, or just the interested accountant who would like to
remain current on issues affecting public companies. This
Alert provides preparers and auditors with a detailed
overview of recent developments at the SEC and PCAOB
with respect to financial reporting and auditing matters.
• Checklist and Illustrative Financial Statements Real Estate
Ventures (2006) (product no. 008977kk). This practice aid
is invaluable to anyone who prepares financial statements
and reports for real estate ventures. These disclosure check-
lists have been designed to help you prepare financial 
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statements and assist you in determining the adequacy of
disclosures in the financial statements you’re auditing.
• Checklist and Illustrative Financial Statements Common
Interest Realty Associations (2006) (product no. 008907kk).
This practice aid is invaluable to anyone who prepares fi-
nancial statements and reports for common interest realty
associations. These disclosure checklists have been de-
signed to help you prepare financial statements and assist
you in determining the adequacy of disclosures in the fi-
nancial statements you’re auditing. 
• Audit and Accounting Manual (2006) (product no.
005136kk) is developed exclusively for small- and
medium-size CPA practices. This unique manual explains
and demonstrates useful techniques and procedures for
conducting compilation, review, and audit engagements—
from planning to internal control to accountants’ reports.
• Accounting Trends & Techniques, 60th Edition (product no.
009898kk). This is the must-have resource for any CPA
who frequently creates or uses financial reports. Filled with
current reporting techniques and methods used by the na-
tion’s top organizations, this 650-page AICPA bestseller
will provide the guidance you need to improve your ac-
counting preparation and procedures.
AICPA reSOURCE: Accounting and Auditing Literature
AICPA has created your core accounting and auditing library on-
line. AICPA reSOURCE is now customizable to suit your prefer-
ences or your firm’s needs. Or, if you prefer to have access to the
entire library—that’s available too. Get access—anytime, any-
where—to the AICPA’s latest Professional Standards, Technical
Practice Aids, Audit and Accounting Guides (more than 20),
Audit Risk Alerts (more than 15), and Accounting Trends & Tech-
niques. To subscribe to this essential online service for accounting
professionals, go to www.cpa2biz.com.
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Continuing Professional Education
The AICPA offers a number of continuing professional educa-
tion (CPE) courses that are valuable to CPAs working in public
practice and industry. Among the many available titles, related to
real estate, is a self-study course, Real Estate Accounting and Audit-
ing, by Michael Ramos (product no. 730606kk). Visit www.
cpa2biz.com for a complete list of CPE courses. 
Online CPE
AICPA CPExpress (formerly InfoBytes), offered exclusively
through CPA2Biz.com, is AICPA’s flagship online learning prod-
uct. AICPA CPExpress now offers a free trial subscription to the
entire product for up to 30 days. AICPA members pay $149
($369 nonmembers) for a new subscription and $119 ($319
nonmembers) for the annual renewal. Divided into one- and
two-credit courses that are available 24/7, AICPA CPExpress of-
fers hundreds of hours of learning in a wide variety of topics.
Some topics of special interest to real estate company auditors
are: 
• Planning the Audit of a Real Estate Entity’s Financial 
Statements
• Auditing Real Estate Transactions
• Accounting for the Impairment of Completed Real Estate 
Projects
To register or learn more, visit www.cpa2biz.com.
Webcasts
Stay plugged in to what’s happening and earn CPE credit right
from your desktop. AICPA Webcasts are high-quality two-hour
CPE programs that bring you the latest topics from the profes-
sion’s leading experts. Broadcast live, they allow you to interact
with the presenters and join in on the discussion. If you cannot
make the live event, each Webcast is archived and available on
CD-ROM.
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CFO Quarterly Roundtable Series
The CFO Roundtable Webcast Series, brought to you each calen-
dar quarter, covers a broad array of “hot topics” that successful or-
ganizations employ and subjects that are important to the CFO’s
personal success. From financial reporting and budgeting and
forecasting, to asset management and operations, the roundtable
helps CFOs, treasurers, controllers, and other financial executives
excel in their demanding roles.
SEC Quarterly Update Series
The SEC Quarterly Update Webcast Series, brought to you each
calendar quarter, showcases the profession’s leading experts on
what’s “hot” at the SEC. From corporate accounting reform legis-
lation and new regulatory initiatives to accounting and reporting
requirements and corporate finance activities, these hard-hitting
sessions will keep you “plugged in” to what’s important. A must
for both preparers in public companies and practitioners who
have public company clients, this is the place to be when it comes
to knowing about the areas of current interest at the SEC.
Member Satisfaction Center
To order AICPA products, receive information about AICPA ac-
tivities, and find help on your membership questions, call the
AICPA Service Operations Center at (888) 777-7077.
Hotlines
Accounting and Auditing Technical Hotline
Do you have a complex technical question about GAAP, other
comprehensive bases of accounting (OCBOA), or other technical
matters? If so, use the AICPA’s Accounting and Auditing Techni-
cal Hotline. AICPA staff will research your question and call you
back with the answer. You can reach the Technical Hotline at
(888) 777-7077. 
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Ethics Hotline
In addition to the Technical Hotline, the AICPA also offers an
Ethics Hotline. Members of the AICPA’s Professional Ethics
Team answer inquiries concerning independence and other be-
havioral issues related to the application of the AICPA Code of
Professional Conduct. You can reach the Ethics Hotline at (888)
777-7077. 
Real Estate Conference
The AICPA sponsors an annual National Real Estate Conference
in the fall. The Real Estate Conference is a two-day conference
designed to update attendees on recent developments related to
real estate accounting and auditing, tax, and management issues.
It delivers solid news about the latest trends in the real estate mar-
ket while offering new ideas for the accounting and financial
management of the real estate industry. For further information
about the conference, call (888) 777-7077 or visit www.
cpa2biz.com.
Web Sites
The Internet covers a vast amount of information that may be
valuable to auditors of real estate entities, including current in-
dustry trends and developments, market forecasts and analyses by
property type, comparative financial and nonfinancial data (capi-
talization rates, occupancy statistics, and planned future develop-
ment).
Some of the more relevant sites for auditors with real estate
clients include those shown in the following table: 
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Organization Web Site
Colliers International www.colliers.com
Grubb & Ellis Company www.landauer.com
Hospitality Trends www.htrends.com
Institute of Real Estate Management www.irem.org
Lodging Econometrics www.lodging-econometrics.com
National Association of Realtors www.realtor.org
National Association of Real Estate www.nareit.com
Investment Trusts
National Multi Housing Council www.nmhc.org
Reis, Inc. www.reis.com
The Real Estate Roundtable www.rer.org
Torto Wheaton Research www.twr.com
Urban Land Institute www.uli.org
The real estate practices of some of the larger CPA firms may also
contain industry-specific auditing and accounting information
that is helpful to auditors.
This Audit Risk Alert replaces Real Estate Industry Develop-
ments—2005/06.
The Audit Risk Alert Real Estate Industry Developments is pub-
lished annually. As you encounter audit or industry issues that
you believe warrant discussion in next year’s Audit Risk Alert,
please feel free to share them with us. Any other comments that
you have about the Audit Risk Alert would also be appreciated.
You may e-mail these comments to aeubanks@aicpa.org or write
to:
Amy M. Eubanks, CPA
AICPA
The Palladian
220 Leigh Farm Road
Durham, NC 27707-8110
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APPENDIX
Additional Web Resources
Here are some useful Web sites that may provide valuable infor-
mation to accountants.
Name of Site Content Internet Address
Accountants World Online community of www.accountantsworld.com
independent accountants
providing resources and tools
AccountingWeb Online community for the www.accountingweb.com
accounting profession
American Institute Summaries of recent www.aicpa.org
of CPAs (AICPA) auditing and other www.cpa2biz.com
professional standards as
well as other AICPA
activities
AICPA Accounting Issues SOPs, Guides, www.aicpa.org/Professional
Standards Practice Bulletins +Resources/Accounting+and
Executive containing financial, +Auditing/Accounting+
Committee accounting, and reporting Standards
(AcSEC) recommendations, among
other things
AICPA Accounting Develops and issues www.aicpa.org/Professional
and Review review and compilation +Resources/Accounting+and
Services standards and +Auditing/Audit+and+
Committee (ARSC) interpretations Attest+Standards/Accounting
+and+Review+Services+
Committee
AICPA Accumulates and www.aicpa.org/Professional
Professional Issues considers practice issues +Resources/Accounting+and
Task Force that appear to present +Auditing/Audit+and+
concerns for practitioners Attest+Standards/
and for disseminating Professional+Issues+Task
information or guidance, +Force
as appropriate, in the
form of practice alerts
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Name of Site Content Internet Address
AuditNet Electronic www.auditnet.org
communications among
audit professionals
CPAnet Online community and www.cpanet.com
resource center for the
accounting profession
Economy.com Source for analysis, data, www.economy.com
forecasts, and information
on the United States and
world economies
The Federal Key interest rates www.federalreserve.gov
Reserve Board
Financial Summaries of recent www.fasb.org
Accounting accounting pronouncements
Standards Board and other FASB activities
(FASB)
FirstGov Portal through which all www.firstgov.gov
government agencies can be
accessed
Government Policy and guidance www.gao.gov
Accountability materials, reports on federal 
Office agency major rules
Governmental Summaries of recent www.gasb.org
Accounting accounting pronouncements 
Standards Board and other GASB activities
(GASB)
Hoovers Online Online information on www.hoovers.com
various companies and 
industries
International Summaries of International www.iasb.org
Accounting Financial Reporting 
Standards Board Standards and International 
(IASB) Accounting Standards
International Information on standards- www.ifac.org
Federation of setting activities in the 
Accountants international arena
Public Company Information on accounting www.pcaob.org
Accounting and auditing the activities of
Oversight Board the PCAOB and other matters
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Name of Site Content Internet Address
Securities and Information on current www.sec.gov
Exchange SEC rulemaking and the
Commission (SEC) EDGAR database
Tax Analysts Information on current www.tax.org
Online tax developments
CPA Vision Project Information on the www.cpavision.org
profession’s Vision Project
WebCPA Online business news for www.webcpa.com
the tax and accounting
community
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